HOUSE FI NANCE COW TTEE
January 25, 2005
1:35 P.M

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmttee neeting to
order at 1:35:23 PM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Ri chard Foster
Representati ve M ke Hawker
Representative Jim Holm

Represent ati ve Reggi e Joul e
Representative M ke Kelly

Representati ve Bruce Weyhrauch

VEMBERS ABSENT

Representative Eric Croft
Representative Carl Mses

ALSO PRESENT

Representative Mark Neuman; Representative Jim ElKkins;
Representative Bill Thomas; Representative Paul Seaton;
Representative Kurt O son; Representative Gabrielle LeDoux;
Representative Carl Gatto; Representative Jay Ranras; John
Hansen, Executive Director, North  West Cruise Ship
Association (NWCA); Jim Calvin, McDowel | G oup; John
Shi vel y, Vice President of Gover nnent and Comunity
Rel ati ons, Hol |l and Anerica Lines; Don Habeger, Royal
Cari bbean; Charlie Ball, Princess Lines; Mke Wndred,
Al aska Travel Adventures, Juneau

GENERAL SUBJECT(S) :

Presentation
North West Cruise Ship Association (NWCA)

The followi ng overview was taken in |log note format. Tapes
and handouts wll be on file wth the House Finance
Comm ttee through the 24th Legislative Session, contact 465-
6814. After the 24th Legislative Session they wll be
avai |l abl e through the Legislative Library at 465-3808.
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T ME

SPEAKER

DI SCUSSI ON

1: 35: 37 PM

Co- Chair Meyer

Convened the House Finance Comm ttee
for the purpose of taking testinony
fromthe North West Cruise Ship
Associ ati on ( NWCA) .

NCRTHWEST CRUI SE SHI P ASSQOCI ATI ON

1: 37: 08 PM

JOHN HANSEN,
PRESI DENT,
NORTHWEST
CRUI SE
ASSOCI ATI ON

Distributed a handout to Comm ttee
menbers. (Copy on File). He

i ntroduced the representatives from
other cruise lines, M. Calvin fromthe
McDowel | G oup, M. Shively from
Hol | and Anerica Lines, M. Habeger from
Royal Cari bbean Lines, M. Ball from
the Princess Lines, and M. Wndred
representing Al aska Travel Adventure
(ATA).

He pointed out the handout identifies
“Econom ¢ I npacts of the Cruise
Industry in Al aska, 2003” as prepared
by the McDowell G oup and noted the
acconpanyi ng video. The presentation

i ntends to provide background

i nformati on on the cruise industry.

1: 39:

19

PM

M. Hansen

Addressed the cruise industry future of
the cruise industry inpacted by a
passenger tax increase. He noted that
In the past sumrer of 2004, there was
900, 000 visitors to Al aska from cruise
ships visits only.

1:41:

06

PM

VI DEO presentati on denonstrated the
i npact of the cruise industry on the
State of Al aska and the potential to
that by the proposed taxation.

: 51

PM

M. Hansen

Concl uded the video presentation.

1. 47

13

PM

M. Hansen

Noted that to environnmental protection
concerns are a high priority of the
cruise industry. He listed 12,000 jobs
created statew de resulting fromthe

i ndustry according to the MDowel
report. There are approxi mately 1700
busi nesses in the State doi ng business
because of the cruise industry.

1: 48:

00

PM

JI'M CALVI N,
MANAG NG
PARTNER,
MCDOWELL GROUP

Stated that the McDowell Goup is an
Al aska based research and consulting
firmwhich has been in existence since
1972. He pointed out that they cane
into the study with quite a bit of
extensive rel ated project work. He
|isted other projects done simlar to
this one provided by the MDowel

G oup. He highlighted the Sout heast
Conf erence study, which indicates |oca
governnent fiscal inpacts of
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government. |In 2003, there were around
780, 000 passengers traveling to Al aska.
The anal ysis was based on key sets of
dat a:

* Vendor data provided by the cruise
l'i nes

» Al aska Travel ers Survey

» Departnent of Labor & Workforce
Devel opnent data and i nfornation
fromthe Federal Bureau of
Econom c data

In 2003, cruise ship passengers spent a
little less than $4 mllion dollars in
Al aska. That is only “on the ground”
spendi ng and 85% of it was in Southeast
Al aska. The cruise |lines spent
statew de just under $150 mllion
dollars in support of their operations.

122

PM

Cal vi

Thought that a total of $633 mllion
dol l ars was spent in Alaska as a result
of cruise ship activity.

1 57

PM

Cal vi

Enphasi zed nul ti plier nonies spent as a
result of the 1% hand spending. He
stressed that the cruise business is a
big industry in the State of Al aska’s
econonmy. There was over $500 mllion
doll ars spent in Southeast Al aska only.

: 38

PM

Cal vi

That noney has created nany jobs. The
crui se line averages approxi mtely

1, 600 enpl oyees and generates $46
mllion dollars in payroll

: 30

PM

Cal vi

Most jobs are created as a result from
passenger spending and the indirect

i npacts result in approxinmately 8,000
jobs for the Al aska econony. Al

total ed, there are about 12,000 jobs
created as a result of the cruise line
industry with a payroll of $385 mllion
dol | ars.

121

PM

Cal vi

Acknowl edged that the cruise industry
primarily inpacts the coastal
communities but it is spreading into
the Rail belt conmunities nore than
ever. He addressed tax revenues
resulting fromthe industry.

1 57

PM

Cal vi

At present tinme, there is about $31
mllion dollars flowing into | oca
revenues fromthe industry and about
hal f of those results fromsal es tax
from spending related buying. There is
$8 million in noorage fees, $4 mllion
dollars in head tax, and about $2
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mllion dollars in property taxes with
a total of $31 million dollar revenue
to |l ocal governnents.

1:57: 03 PM | M. Calvin

The McDowel | Group did not provide a
cost side of the equation. The
revenues received and generated from
the cruise ships vastly exceed what

| ocal governnments are spending to
support the cruise ship industry.

1:58:09 PM | M. Calvin

Addressed State |evel concerns. The
McDowel | G oup worked with statew de
city managers and departnment heads that
had some know edge of the effect of
cruise ship activity. Those people
identified fees generated around $2
mllion dollars flowng into the
general fund and at the sanme tinme could
only identify $800 thousand dollars in
costs resulting fromcruise ship
traffic.

1:59:15 PM | M. Calvin

There are few unmtigated costs from
the cruise ship industry on statew de
servi ces.

1:59:40 PM | M. Calvin

Summari zed that the cruise industry
generates trenmendous revenue and j obs
to the Al askan econony. He stressed
that it is a statew de inpact, not just
affecting the coastal communities, but
does al so affect entities such as the
Al aska Railroad. He enphasized that it
is inmportant to maintain realistic

i npression of the industry on the
State’ s econony.

2:01: 05 PM | Representative
Hol m

Questioned infrastructures that are not
bei ng repl eni shed by the industry. He
inquired if the analysis had indicated
concerns, which could be addressed by
the antici pated anount generated

t hrough the cruise industry.

2:02:18 PM | M. Calvin

Replied that the McDowel|l G oup had
spoken with statew de officials and
were clear that revenues being
generated were greater than the costs
incurred. He stressed that it is

i nportant to recogni ze the scal e of
what is being discussed. He referenced
Egan Drive and the inpact of the buses
on that road, agreeing that the

i ndustry does have an inpact on the

i nfrastructure.

2: 03: 43 PM | REPRESENTATI VE
MARK NEUMAN

Questioned if the tax were inposed,
woul d tourism decline.

2:04: 07 PM | M. Calvin

Did not think that the tourism would

House Fi nance Committee

4 01/25/05 1:35 P. M




decline with the inposition of the tax,
however, he advised that if the price
of sonet hing goes up, the demand go
down. If soneone on a |limted budget,
purchases a cruise ship ticket,

I mposing a tax could affect that
persons consideration. They m ght
spend | ess noney at | ocal busi nesses.

2:05:29 PM | Representative
Neuman

Asked t he average cost of a cruise ship
ticket. M. Calvin did not know.

2:05:50 PM | JOHN SHI VELY,
VI CE PRESI DENT
OF GOVERNMENT
AND COVMUNI TY
RELATI ONS,
HOLLAND
AMVERI CA LI NE

I ntroduced Don Habeger, Royal Cari bbean
Line and Charlie Ball, Princess Lines.

2:06:39 PM | M. Shively

Addressed the lawsuit brought forth
agai nst the State of Al aska by the

crui se ship industry. He declared that
the certification process regarding the
nunber of signatures brought forward
was flawed. The industry did not
really want to sue the State, however,
it was the only option open. He
stressed that they are not being
specifically critical of the D vision
of El ections, however, there has not
been a situation that was so cl ose that
was so puni sh one industry. He urged
that the process be reeval uated given

t he weakness of that situation.

2:08:12 PM | M. Shively

Not ed that the press does not have a
“good feel” regarding what is contained
inthe initiative. The initiative
contains four taxes, outlined on nine
pages. The initiative does have
constitutional concerns. The tax was
proposed by the State Departnent in the
1990’ s, at which tinme, they deci ded not
to inplenent it. It provides a new
envi ronment al schene, which establishes
st andards checked by i ndependent
nmonitors. It also requires that the
cruise line indicate their mark-up on
certain itens sold on board.

2:09:46 PM | M. Shively

Enunerated the nornmal criteria required
in an initiative process. He
reiterated that the initiative is
punitive. It is inportant that the
nunmber of signatures on the initiative
must be valid before it goes to the
voters.
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118

PM

Vi ce-Chair
Stoltze

Questioned if the issue woul d nove
further than it had in the past. M.
Shi vely responded that peopl e have
asked if the Legislature could address
the issue; he thought that if the
Legi sl ature passed sonmething simlar,
the initiative could come off the
ballot. He reiterated how punitive the
current initiative is.

: 58

PM

M. Shively

Stressed that it is inportant that
peopl e know what is included in the
initiative and that woul d be an
educati onal process.

118

PM

Vi ce-Chair
Stoltze

Asked if the industry would |ike to see
a full legislative debate of the
pr ocess.

1 37

PM

M. Shively

Responded t hat deci sion cannot be made
by the cruise industry. He expected
that there would be hearings on the

i ssue.

: 50

PM

Vi ce-Chair
Stoltze

Commented on an issue happening in his
di strict regardi ng cars owned by
menbers of the industry who have noved
into another jurisdiction to avoid
taxati on.

M. Shively explained that in 1990, a
system was established for taxing
rental cars, a different kind of
situation. That systemwas in effect
from1990 to 2003. 1In 2003, the

i ndustry was notified that the
Muni ci pality of Anchorage decided to
change it. The industry appeal ed that
process. To date, the appeal process
has not been conpleted. 1In the
nmeantime, the industry has noved the
cars into another jurisdiction. He
mai nt ai ned that they would pay sone tax
in Anchorage Municipality as the cars
will be there in the summer only. A
change to that system doubles property
tax for the industry.

2:14: 36 PM

Vi ce-Chair
Stoltze

Addressed the ball ot neasure in

Anchor age on the Convention Center.

He asked if the industry was invol ved
with that. M. Shively responded that
Hol | and Anerica Lines does support the
space, acknow edgi ng that the
Convention Center would be an asset to
that community. Vice-Chair Stoltze
wanted to make sure that there was a
stabl e policy on tax devel opnent.

2:15: 29 PM

Representati ve

Questi oned the subject conponents of
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Hawker

the initiative. He thought that the
Legi slature is supposed to have the
ability to “cure” an issue before it is
brought to the public. He inquired if
M. Shively thought if there would be
any way that the Legislature could pass
a single bill through session regarding
taxati on. M. Shively did not know.
He reiterated that there are issues
regarding the initiative process and
preferred not to be involved in it.

2:17:25 PM

Representati ve
Hawker

Asked about the substantive | ega
chal l enges. M. Shively replied that
there should be |l egal problens with
letting public know the mark up
polici es and vender infornmation.

2:18:10 PM

Representati ve
Hawker

Asked about the discharge provision on
the emi ssion controls. He asked if

Al aska’ s di scharge provisions were the
stiffest in the United States. M.
Shively replied that they are.

2:18:54 PM

CHARLI E BALL,
PRI NCESS LI NES

Stated that the cruise lines attenpt to
use the Al aska standards el sewhere.

Di scussion foll owed regardi ng the

Al aska standards. Representative
Hawker voi ced his concern.

2:20: 24 PM

REPRESENTATI VE
JAY RAVRAS

Admtted a conflict of interest as he
works in the hospitality industry,

whi ch works with the cruise ship

i ndustry. He referenced the overview
docunent “nost vul nerable” by the
taxation. The person that pays the
nost woul d be the person that travels
the furthest, which would affect areas
beyond Anchorage. Representative
Ranr as questi oned expenses for | and
tours to Fairbanks.

2:23: 58 PM

DON HABEGER,
ROYAL

CARI BBEAN
CELEBRI TY
CRUI SES

Expl ained that in 2001, the industry
asked a research-consulting group to
test that concern regarding the kind of
i npact a $50 head tax woul d have. It
was determ ned that 10% surveyi ng,

t hought the head tax woul d cause them
not to cone; 17% stated that they would
“probably” come; 21%reported that they
woul d probably not cone. The result
was that a group of travelers in that
spectrum woul d choose not to visit

Al aska.

He coment ed about the econom c inpacts
and agreed that Interior Al aska would
be affected nost dramatically by the

t axati on.
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2:27:58 PM

M . Bal

Noted that the Princess Line has

i nvested heavily in the South Central
and Interior Al aska. He observed that
hi s conmpany has noticed erosion in the
| ength of the cruise passenger
vacations in Al aska. Custoners have
deci ded to manage their budget by
shortening their trip.

He nmentioned trends in tours to shorten
their travel plans. He stressed that
Sout heast is the nost reasonabl e pl ace
for tourists to conme and mai nt ai ned
that the tax portion of the initiative
was probl emati c.

2:31:34 PM

M. Shively

Stated the anobunt of conpetition that

Al aska is up against. Tourists wll
change their destination to the

Cari bbean instead of Al aska. He added
that taxation should be done through
taxi ng the economc activity through a
State sal es and incone tax, which taxes
t he grow h.

2:33: 00 PM

Co- Chair Meyer

I nqui red which |ines Carnival owns.
M. Shively stated that Carnival owns
Princess and Hol | and but not the

ot hers.

2:33:29 PM

REPRESENTATI VE
CARL GATTO

Commented on the discrepancy | ast year
between the O fice of Managenent and
Budget (OvB) and McDowel | G oup
indicating cruise profit amobunted to
10, 000% di fference. He asked how t hat
di fference could be accounted for.

M. Shively explained that information
had been rel eased before it had been
checked and di scussed. The MDowel |
Group did go back over the informtion;
the report did not reflect the cost of
governnment. The State has not cone
back to correct the anal ysis.

2:34:58 PM

Representati ve
Gatto

Added that the information suggested
that there were 800,000 visitors. This
year, it is anticipated to be over

900, 000 visitors.

2:35:21 PM

M. Shively

Responded that the State does not do
much to run facilities. The industry
does pay taxes and airport fees. He
agreed that the figures could be

ar gued.

2: 36: 38 PM

REPRESENTATI VE
W LLI AM THOVAS

Interjected that he was involved in the
crui se ship industry. He commented on
the downfalls of a public initiative
process. He stated that he was
surprised to see the length of the
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proposed initiative and commented on
the idea of the sales tax.
Representati ve Thomas stressed that the
“threats” nade by the cruise industry
are “real”, noting the devastating
effect they had on the conmunity of

Hai nes. The industry has the ability
to nove their ships to other

conmuni ties.

He i nquired why the 250" boats had been
exenpt ed.

2: 38:

31

PM

M . Habeger

Stated that it does follow other
exenptions already listed in State | aw.

2: 38:

57

PM

Co- Chair Meyer

Requested that the neeting not draw too
much on the initiative itself but

rat her the process of the study. He
stressed that in “fairness”, the
authors of the initiative should have
equal tinme and that this neeting should
deal with the econom c inpacts of the
crui se ship business.

2: 39:

52

PM

Representati ve
Hawker

Asked if the initiative would be a
revenue generating neasure or a
punitive neasure. He noted his intent
for the State to have a |long-term
sustai nabl e fiscal policy. He asked if
Al aska has, to date, been a *good
partner” to the industry.

2:41:

15

PM

M. Shively

Acknowl edged that the State has been
good to the industry. He added that
the industry wants to find a taxation
schedul e that continues to provide a
growh for the comunities wthout
hurting the industry.

2:42:

04

PM

Represent ati ve
Hawker

Noted that in the future, he would | ook
forward to discuss the “lawsuit bounty”
concept affecting the industry.

2:42:

24

PM

Co- Chair Meyer

Reiterated that intent of neeting was
to di scuss economc inpacts to the
crui se ship industry in response to
comments nade by Representative Kelly.

2:42:

94

PM

Represent ati ve
Weyhr auch

Asked if the lawsuit was dealing with
t he nunber of the signatures and not
the tax issue. M. Shively said yes.
Represent ati ve Weyrauch stated that he
has not seen a sensitivity analysis
indicating the effects of a | evied head
tax and requested nore information on
that concern. He questioned why the

i ndustry recommends sal es and i ncone
tax, when other people in Al aska

beli eve that there should be greater
taxation on the industry. Everyone
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wants a tax on the “other guy” and they
do not want their own progranms cut but
want to continue to receive statew de
benefits.

146

PM

Representati ve
Weyhr auch

Thought it would be worthwhile to have
constructive di al ogue on what taxation
policies do make sense and woul d be
equitable. M. Shively agreed to a
conversation addressing these issues.
He acknow edged that it is a difficult
choi ce.

147

PM

M . Habeger

Agreed that there should be a dial ogue,
and added that targeted taxes are not
the way to go.

: 05

PM

Co- Chair Meyer

Asked if Juneau was the only place that
a head tax is paid. M. Habeger
replied yes, however, that Ketchikan
recently inplenented a head tax, which
goes toward infrastructure concerns.

1 54

PM

REPRESENTATI VE
PAUL SEATON

I nqui red the conmon |l ength for a tour
package in South Central Al aska.

112

PM

M. Bal

Responded that the average |ength |ast
year was approxi mately 4.5 nights per
person, off-tinme fromthe boat.

1 37

PM

Representati ve
Seat on

Asked specifically about the Interior
and Fairbanks area. M. Ball guessed
that it had declined slightly to
approximately 1.5 nights. The patterns
have changed over the past few years
and he offered to provide by-Ilocation

i nformati on.

: 20

PM

M. Bal

Stated that people typically pay for
their vacations in cash and the
packages are sold “in total”. A $50
dol | ar increase on a $1200 package
woul d be a significant increase. A
val ue deci sion by the passenger has to
be nmade regarding the costs, and
changes usually cone out of the |and
portion costs. He noted that sone of
the longer tours are already being
subsidized in an attenpt to get the
passenger to opt for these | onger
tours. He concluded that pricing is
reasonabl y conpli cat ed.

2:50: 54 PM

M. Shively

Added that the cruise is basically
seven days. M. Ball interjected that
there is a roundtrip 10-day crui se out
of San Franci sco.

2:51:48 PM

M . Habeger

Noted that it was not until this past
year, that the conpani es added the 10
and 11 day crui ses.

2:52:15 PM

Vi ce-Chair

Asked how nmuch gamng is involved in
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Stoltze

the industry. WM. Shively, M. Habeger
and M. Ball stated that all cruises
have gami ng. M. Shively comented

t hat passengers have nmade their
deci si on whet her or not they are going
to the Interior before they | oose their

noney on the ganbling tables.

2:52:59 PM

Vi ce-Chair
Stoltze

Voi ced confusion on the manner in which
the cruises are made. M. Shively
expl ai ned the cruise destination plan
happens before boarding the ship. Sone
peopl e do excursions on their own after
boar di ng t he shi p.

2:54: 09 PM

Vi ce-Chair
Stoltze

Knew t hat was the goal of the industry
but thought there nm ght be exceptions.

2:54:39 PM

M KE W NDRED,
ALASKA TRAVEL
ADVENTURES,
JUNEAU

Provided a brief history of Al aska
Travel Adventures (ATA), a business in
exi stence since 1978. He stressed that
if the tax were incorporated, the $50
woul d cone out of the pocket of the
smal | busi ness owner.

He pointed out that ATA has over 200
enpl oyees who are honeowners and pay
statew de taxes. As a conpany, ATA
owns property in nost of the
communities in which they operate.

M. W ndred

Conti nued, providing specifics
regardi ng the amount ATA spends on
basi c expenses for operation. The nore
that the State government collects, the
| ess the custoners will have to spend
on optional excursions. There will be
cunul ative effects that the consuner
feels.

Representati ve
Gatto

Asked i f when excursions are
advertised, if they include tax or
would it be additional.

M. Wndred

Infornmed nenbers that it is lawto
advertise the cost and that the tax is
added on top of that.

Represent ati ve
Gatto

Inquired if there survey was | anguage,
which would indicate if a trip did not
i nclude tax, would the passenger then
decide not to take that trip.

M. Wndred said that they had not
adm ni stered that type of survey. ATA
woul d depend on surveyi ng done by the
crui se ship association and the
McDowel | Group to cone up with that
type of information.

Representati ve
Neuman

Commented on local infrastructure of
the industry in the smaller towns and
villages. He suggested that there
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could be a “burden” on the |oca
infrastructure by the industry. M.

W ndred noted that the infrastructure
w thin Juneau is better because of the
crui se industry. He maintained that
the industry has a positive effect on
the local infrastructure.

3:06: 50 PM | Representative
Neuman

Poi nted out that Juneau does i npose a
tax on the industry. He comented sone
areas in the Interior do not do that.

3:07:16 PM |M. Wndred

Poi nted out that nost of the travelers
that opt for a recreational vehicle
(RV) trip or an overland package, are
the nore affluent travelers. He did
not know when the average travel er
becanme a “burden” on the community in
which they traveled. [If there were
such instances, ATA would want work
with to nake sure that expenses are
fairly covered.

3:08:09 PM | Co-Chair Meyer

ADJ OURNIVENT

The neeting was adjourned at 3:08 P. M
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